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Editor’s	note
IIn the December edition of the Reserve Bank Bulletin for 
2010, we present a number of articles that span a range of 
the Reserve Bank’s functions. 
The first article by Felicity Barker and Noemi Javier explains 
new  regulations  for  non-bank  deposit  taking  institutions 
(NBDTs)  that  apply  from  1  December  2010.  The  NBDT 
sector  consists  of  building  societies,  credit  unions  and 
finance companies. The new regulations form an additional 
component  in  the  Reserve  Bank’s  prudential  regulation 
regime aimed at promoting the soundness and efficiency in 
the financial system. 
The second article by Richard Dean details the Insurance 
(Prudential Supervision) Act 2010. This Act brings financial 
stability legislation to the insurance industry. The article notes 
that failure of an insurer can have significant impacts on 
large numbers of policyholders of all descriptions and argues 
for appropriate prudential regulation. The article then steps 
through the detail of the Act, exploring the rationale for the 
new legislation, the objectives of the Act and the Reserve 
Bank’s approach to achieving these objectives. 
The third article by Zoe Wallis discusses trends in currency 
trading across the global financial crisis. The article makes 
particular  use  of  the  most  recent  BIS  triennial  survey  of 
currency  trading.  The  survey  shows  that  daily  foreign 
exchange  turnover  has  continued  to  increase,  albeit  at 
a  slower  rate  than  over  the  past  three  years.  Moreover, 
the popularity of the ‘carry trade’ has decreased because 
of increased volatility in currencies generally and the New 
Zealand dollar has become less of a focus for international 
traders. It remains to be seen whether markets gradually 
return to an environment of lower volatility and increased 
risk appetite or whether the popularity of the New Zealand 
dollar will return to pre-crisis levels.
In our final article, Daan Steenkamp considers New Zealand’s 
imbalances in a cross-country context, highlighting sources 
of vulnerability. The article begins with the build up of New 
Zealand’s large and negative net international investment 
position  that  has  been  financed  through  foreign  debt 
typically of short maturity. This reliance on short-term foreign 
financing makes New Zealand vulnerable to changes in the 
availability and cost of external financing. The article notes 
that debt maturity has lengthened recently in response to 
both  market  pressure  and  the  Reserve  Bank’s  Prudential 
Liquidity  Policy.  High  debt  levels  threaten  to  weigh  on 
economic growth by raising the cost of capital and crowding 
out private investment. The article also argues that faster 
fiscal  consolidation  would  help  rebalance  the  economy 
towards exports and towards higher savings.  
I hope you find this edition to be informative and enjoy the 
Christmas break. 
Kirdan Lees
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